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Tobacco Tax 
CHAPTER I 


The cultivation of Tobacco 


Article l. 


1) 


2) 
3) 


4) 


Every person who desires to cultivate tobacco must make declar- 
ation of this fact to the Bureau of Internal Taxes and register 
as provided for in Article 8. 


The area cultivated by each producer shall not be less than 
one-fourth hectare. 


Tobacco leaf shall not be removed or transported from the 
place of its production without a free transit warrant (guia). 


The growers of tobacco must send to the Bureau of Internal 
Taxes before the first of January of each year, a statement 
indicating the area planted by them, and before the first of June 
of each year another statement indicating the total weight of the 
tobacco produced. The forms of these reports shall be deter- 
mined by regulation. The growers shall be subject, also, to all 
the rules of inspection, fiscalization and others which the respec- 
tive regulations may determine. 

The declarations required by this Article may be made either 
by the proprietor or by the tenant. 


Cree ER EL! 


The assessment and payment of the tax 


Article 2. The production or manufacture of cigars, cigarettes, and © 


cut, shredded, powdered or chopped, tobacco of whatever 


form, may be conducted only in factories capable of producing at least 
ten kilos of finished product per day. All such factories, at the time of 
their establishment, must be recorded in a roll the form of which shall 
be determined by the regulations. 


Article 3. 


1) 


On cigars and cigarettes manufactured or imported into Chile 
and hereafter sold by the manufacturer or importer, or re- 
moved for consumption or sale, there shall be levied, collected 
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and paid, the following taxes, to be paid by the manufacturer 
or importer thereof. 


a) On cigars manufactured or imported to sell to the consumer 
at the following prices, including in each case the tax: 
Up to 20 centavos, a tax of 3 centavos each; 

Above 20 centavos to 40 centavos, a tax of 6 centavos 
each ; 

Above 40 centavos to 60 centavos, a tax of 9 centavos 
each; | 

Above 60 centavos to 80 centavos, a tax of 12 centavos 
each; 

Above 80 centavos to one peso, a tax of 15 centavos 
each ; 

Above one peso an additional tax of 3 centavos for each 
20 centavos of such excess price. 


b) On cigarettes manufactured or imported to sell at retail to 
the consumer at the following prices, including in each 
case the tax: 

Up to 20 centavos, a tax of 5 centavos per packet; 
Above 20 centavos to 30 centavos, a tax of 7% centavos 


per packet ; 

Above 30 centavos to 40 centavos, a tax of 10 centavos 
per packet; | 

Above 40 centavos to 50 centavos, a tax of 1244 centavos 
per packet; 

Above 50 centavos to 60 centavos, a tax of 15 centavos 
per packet ; 

Above. 60 centavos to 80 centavos, a tax of 20 centavos 
per packet ; 

Above 80 centavos to one peso, a tax of 25 centavos per 
packet ; 


Above one peso to 3 pesos, an additional tax of 6 centavos 
for each 20 centavos of such excess price; 

Above 3 pesos, an additional tax of 7 centavos for each 
20 centavos of such excess price. 


c) The foregoing schedule of taxes is based on the packet 
of fourteen cigarettes. For packets of larger size, as pro- 
vided in subdivision (4) of this Article, the tax shall be 
proportionally increased. 
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2) The Bureau of Internal Taxes may, at its discretion, require the 
manufacturer or importer to affix to each box, package or con- 
tainer, a conspicuous label indicating thé clause of this section 
under which the cigars or cigarettes therein contained have been 
tax-paid, which must correspond to the tax-paid stamp on such 
box, package or container. 


3) All cigars manufactured or imported for sale or consumption 
in Chile shall be packed in new boxes containing respectively, 
three, five, ten, twenty-five, fifty, one hundred, two hundred, 
two hundred and fifty, or five hundred cigars each. 


4) All cigarettes manufactured or imported for sale or consump- 
tion in Chile, shall be put up in packets of fourteen or multiples 
thereof, up to one hundred and twelve. Each packet or box shall 
contain a label indicating the number packed therein. 


5) Wood, metal, paper or other materials may be used separately 
or in combination for packing tobacco, cigars or cigarettes, under 
such regulations as the Bureau of Internal Taxes may establish. 


6) Every person who sells, or offers to sell, or delivers or offers to 
deliver, any cigars or cigarettes in any other form or quantity 
than in new boxes or packets as above described, or who packs 
in any box or packet any cigars or cigarettes in excess of or 
less than the number provided by this Act to be put in each box 
or packet, respectively, or who falsely brands any box or packet, 
or affixes a stamp on any box or packet denoting a less amount 
of tax than that required by law, shall be subject to a fine of 
not more than five thousand pesos, or to imprisonment for not 
more than two years, or to both fine and imprisonment, at the 
discretion of the court. 

Provided, that nothing in this section shall be construed as pre- 
venting the sale of cigars at retail by retail dealers from boxes 
packed, stamped and branded in the manner prescribed by law. 

Article 4. 
et ) On all cut, shredded or granulated tobacco, and snuff, manufac- 
tured or imported into Chile, and hereafter sold by the manu- 
facturer or importer, or removed for consumption or sale, there 
shall be levied, collected and paid, a tax of ten centavos per 
packet of twenty-five grams or fraction thereof, or of four pesos 
per gross kilo. 
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2) 


3) 


All manufactured tobacco shall be put up and prepared by the 
manufacturer for sale or removal for sale or consumption in 
packages of twenty-five grams gross weight, or multiples thereof, 
as may be provided in the Regulations. | 


For any violation of the provisions respecting the method of 
packing, or of those relating to the quantity of tobacco to be 
placed in the several packages, as determined by the Bureau of 
Internal Taxes, the penalties established in Article 3, sub- 
division (6) shall apply. 


Article 5. 


1) 


3) 


The tax shall be collected by means of special stamps, which 
shall be affixed to the boxes, packets or other containers by the 
manufacturer or importer, before the sale or removal for sale or 
consumption of the tobacco from the factory of production, in 
the case of domestic manufacture, and before the sale or removal 
for sale or consumption from the Customs House in the case of 
imported tobacco products. The stamps shall be securely affixed 
to the boxes or containers in such manner that the package or 
box cannot be opened without mutilating the stamp. 


Before offering the stamped boxes, packages or other contain- 
ers of tobacco products for sale or removing them for con- 
sumption or sale, the manufacturer or importer shall cancel 
each revenue stamp by means of a cancelling device bearing the 
name and the factory number, in the case of manufacturers, or 
the name and the registered number in the case of importers, 
using an indelible ink. The Bureau of Internal Taxes shall de- 
termine the specifications of the instruments and the ink used 
for effecting cancellation. 

Subject to the approval of the Bureau of Internal Taxes, the 
cancellation of revenue stamps required by paragraph 2 of this 
Article may be effected by means of printing. 

The maximum price at which the goods are to be sold to the 
consumer shall also be printed or written on the stamp. 


Article 6. 


1) A special annual license tax is hereby imposed on manufactur 


ers, importers and dealers in tobacco and tobacco products, to be 
levied, assessed, collected and paid at the following rates: 


a) On manufacturers and wholesale dealers, including the deal- 
ers in leaf tobacco, 300 pesos ; 
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2) 


3) 


b) On importers, 500 pesos; 

c) On retailers, 50 pesos. 

Any person engaged in more than one of the forms of business 
indicated above shall pay the tax appropriate to each form 
thereof. 

The tax shall be paid annually, in advance, on the first day of 
June of each year. Any person or firm subject to this tax who 
fails to pay the same within fifteen days after it has become due 
shall be subject to a fine of not more than one thousand pesos. 


Payment of the tax shall be evidenced by a special license, 
signed and sealed by the Bureau of Internal Taxes. Such license 
shall at all times be prominently displayed in the taxpayer’s 
place of business. 


Article 7. The importation and sale of cut tobacco, cigarettes and 


small cigars is prohibited, except when such tobacco, cigar- 


ettes or small cigars are packed in boxes, packets or other containers 
for sale to the consumer, as provided in this Act. 


rine PERS IIT 


Relating to Commerce 


Article 8. 


r) 


2) 


Manufacturers, importers and dealers in tobacco must register 
before commencing business, in the register of the Bureau of 
Internal Taxes, and must carry their records of the operations 
conducted by them, whether of manufacture, importation or 
sale, in the form determined by the President of the Republic. 


All such records shall be subject to the examination and inspec- 


tion of the Bureau of Internal Taxes. 

Any person or persons engaged in the business of manufactur- 
ing, importing or selling tobacco for the account of others, 
including brokers and auctioneers, shall comply with the provi- 
sions of this Article. 


Article 9. 


1) 


Owners of factories, importers and dealers shall permit inspec- 
tion by the staff of the Bureau of Internal“ Taxes on presenta- 
tion of their certificate of identity signed by the Director 
General. This inspection may be carried out in all the premises 
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of the establishment whenever it is necessary to test the obsery- 
ance of this Law and of the Regulations thereof. 

2) Producers of tobacco shall also permit inspection of the planta- 
tions, and warehouses, or any other premises where tobacco 
may be stored. 

3) The staff of the Bureau is also authorized, for the purposes of 
this Act, to inspect any steamers entering Chilean ports. 


Article 10. Producers, manufacturers, importers and dealers must com- 
pile the inventories, statements and proofs referred to by 
this law and which may be required by the Bureau of Internal Taxes. 


Article Il. 


1) The articles taxed by this law may not be taken from the Cus- 
toms House nor from the factories unless the importers or 
manufacturers have complied with the following requirements: 


a) Make a written declaration to the Bureau of Internal Taxes 
of the price at which they sell the merchandise so taxed to 
the consumer. : 3 


b) Affix and cancel the stamps indicating that the tax has been 
paid. 

c) Obtain free transit permit (guia) for the handling of the 
merchandise. 


2) Any person not a dealer who may import for his private use 
any of the articles taxed by this law shall pay, before retiring 
the merchandise from the Customs House, the tax which cor- 
responds to it in accordance with the commercial price as fixed 
by the Bureau of Internal Taxes. Provided, that travellers 
entering the Republic from foreign countries shall be permitted 
to introduce into the Republic, free of the tax imposed by this 
act, such quantity of cigars, cigarettes and tobacco for their 
own use and consumption as they shall be permitted to declare 
and import free of customs duties under the provisions of the 
Customs Tariff Law and its regulations. 


Article 12. 


1) Retail sales are prohibited in the premises of the factory. As 
used herein the word “factory” shall be understood to refer to 
the building, annexes thereto, or other structures in which the 
business is conducted. 
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2) Itshall be unlawful for any importer, dealer or manufacturer, to 
have in his possession any used stamp, or any empty box, packet 
or other container of cigars, cigarettes or other tobacco products 
unless the same shall be so mutilated as to prevent its further use. 


Article 13. All machinery used in cutting, manufacturing, packing or 
otherwise preparing tobacco products for consumption or 
- sale shall be registered with the Bureau of Internal Taxes. 


CHAPTER IV 
Relating to Penalties and their Application 


Article 14. Any person or persons who may be found guilty of falsely 

branding or packing cigars, cigarettes or other tobacco pro- 
ducts or who may sell or attempt to sell the same without payment of 
the proper tax, shall be subject to the penalties provided in paragraph 6 
of Article 3. 


Article 15. Any person or firm engaged in the manufacture, importa- 

tion or sale of cigars, cigarettes or other tobacco products 
at wholesale or retail, who fails to pay the annual license tax on or 
before the fifteenth day of June of each year, shall be subject to the 
penalty provided in Article 6. 


Article 16. 

1) Any person or persons who, being required by the law to make 
the declarations required by Articles 1, 8 and 13, shall omit to 
do so, or who shall maliciously make incorrect declarations, shall 
be subject to a fine of not more than 5,000 pesos. 

2) Any person or persons who resist or- hinder the inspections 
referred to in articles 9, 10 or 11, shall be subject to a fine of 
not more than 5,000 pesos. This fine does not annul the right of 
inspection with the aid of the police. 

Article 17. 

1) Taxable merchandise, whether of domestic or foreign origin, 
which has been sold or removed for sale or consumption, with- 
out the payment of the proper taxes, shall be subject to confis- 
cation by the Government wherever found. The guilty party 
shall be subject on conviction to a fine of not more than 5,000 
pesos. | 

2) Leaf tobacco not declared or which is handled without a free 
transit warrant, shall be subject to confiscation by the Govern- 


hme 


ment and the holder shall be subject to a fine of not more than 
5,000 pesos. 


3) Any lot of tobacco, cigars or cigarettes which is not shown as 
in stock at the factory or establishment, provided that in pre- 
vious balances, signed by the proprietor or his representatives or 
employees, there had been a record of its existence, shall be con- 
sidered legally (se presume de derecho) as having been clandes- 
tinely sold, unless there shall be produced the necessary evidence 
to substantiate the fact of its sale and the payment of the proper 
taxes, between the dates of the two balances, or unless he shall 
show, to the satisfaction of the Bureau of Internal Taxes, that 
the said tobacco products had been totally destroyed by fire or 
other forces beyond his control. 


Article 18. Every person who may be taken in the act of defrauding 
the Government, whether by selling cigars, cigarettes or 
other tobacco products without payment of the tax or by clandestine 
manufacture thereof without complying with the formalities established 
by this law for manufacturers of tobacco, shall be subject to the penal- 
ties provided in paragraph 7 of Article 3. 
Article 19. The pecuniary responsibilities arising from the violations 
of this law shall have the preference fixed by No. 6 of Article 
2472 of the Civil Code, and shall fall on all merchandise, produce in 
warehouse, machinery, materials of manufacture, and, without preju- 
dice to the mortgagee, also on the factory and its annexes. 


Article 20. Violation of any other provision of this law or of the respec- 

tive regulations to which producers, manufacturers, import- 
ers, dealers and possessors of tobacco are subject, shall be punished 
with a fine of not more than 5,000 pesos, or the merchandise, machinery 
and tools affected by the infraction shall be subject to confiscation. 


GHAR Bayi 
Relative to Judicial Procedure 


Article 21. 
1) Any employee of the Bureau of Internal Taxes who discovers 
a violation of any of the provisions of this law or of its regula- 
tions, shall immediately report such violation to the Bureau of 
Internal Taxes. The Bureau shall proceed to demand the payment 
of the tax and to inaugurate legal proceedings for the imposi- 
tion of the penalty before the competent judge. 
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2) The above mentioned employee may retain in his possession 
and hold at the order of the court the merchandise on which the 
respective tax may not have been paid and the materials and 
machinery affected by the violations discovered, and he shall 
also take steps to ensure the payment of the tax and the fine. 

3) In cases referred to in Article 18 the delinquent shall imme- 
diately be placed at the disposition of the competent court 
(justicia ordinaria) who shall pass sentence within forty-eight 
hours, condemning or absolving the accused. 


Article 22. An appeal from a sentence imposing a fine may be taken 

within five days from the notification thereof. The judge 
hearing the case shall pass sentence briefly and summarily, citing the 
summons, and take ex-officio such steps as he may think convenient for 
the better understanding of the facts presented. The hearing shall be 
heard in the presence of the party or parties involved in the case. 


Article 23. In the case of the preceding Article, the judge shall not hear 
the appeal unless he shall have a written record from the 

respective Fiscal Treasurer that the fine has been paid to the Fiscal 

Treasury, or that payment has been assured by a bank deposit to the 

order of the Courts of Justice for the amount of such fine. 

Article 24. 

1) There shall be no appeal from the interlocutory judgment (sen- 
tencias interlocutorias) given in these lawsuits. 

2) Definite sentences (sentencias definitivas) may be appealed, and 
the Appeal Court shall deliver judgment without further pro- 
cedure than to fix the date of the hearing of the cause. 

Article 25. This Act shall become effective sixty days after the date of 

its publication in the “Diario Oficial.” 
Article 26. The special license tax provided for in Article 6 shall be 
collected immediately, for the year 1925-1926, the amount 


of the tax in each case being pro-rated equitably for the time yet 
_ remaining. 


REPORT IN SUPPORT OF THE BILL PROVIDING FOR 
TAXES ON TOBACCO 


The problem of tobacco taxation in Chile is complicated by the fact 
that the country has been developing the domestic cultivation of tobacco 
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and the local manufacture of tobacco products; and at the same time 
has been importing some manufactured goods as well as a limited 
quantity of tobacco leaf. - 


I. General View of the Industry 


A general view of both the domestic and the importing aspects of the 
industry is presented by the following tables: 


TABLE I 


Number of Planters, Area Planted, Domestic Production and 
Quantity Imported 


Tabaco 
Numero de Extension en hoja 
plantadores plantada Produccion Importado 
Afio de tabaco Hts. Kilos Kilos 
I916 386 1,508 2,194,976 107,365 
1917 391 2,097 3,704,581 117,443 
1918 290 1,512 2,832,481 202,180 
IQIQ 367 2,003 3,501,772 252;172 
1920 536 2,176 3,883,359 226,099 
IQ21 455 1 L220 3,019,586 219,582 
1922 340 1,872 3,436,747 84,256. 
1923 247 1,158 2,465,764 290,365 


1924 258 ae 6,312,200 


This Table affords interesting confirmation of the economic prin- 
ciple that agriculture is often influenced more by broad general condi- 
tions than by local and special factors. For example, the schedule of 
taxes on cigars and cigarettes was materially increased in 1921. These 
tax increases were sufficient to reduce materially the importation of leat 
tobacco, and well-nigh to destroy the market for foreign cigars and 
cigarettes. (See Table II, p. 11). Despite this encouragement, how- 
ever, the area planted to tobacco declined from 2,208 hts. in 1921 to 
1,158 in 1923. The number of planters dropped from the maximum of 
536, registered in 1920, to 247 in 1923, and the production of tobacco 
fell off from 3,883,359 kilos in 1920 to 2,465,764 kilos in 1923. By 
1924 general conditions in agriculture showed an improvement over 
the depression of the preceding two years, and this improvement is 
reflected both in the area planted, and in the crop of tobacco for 1924. 

The manufacturing and importing aspects of the industry are pre- 
sented in Table ITI. 
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TABLE II 


Domestic Manufactures of Tobacco and Imports of 
Manufactured Tobacco Products 


PRODUCTOS ELABORADOS 


NACIONALES ° IMPORTADO 
Cigarros Cigarrillos Tabaco Cigarros Cigarrillos Tabaco 
Unidades Paquetes Kilos Unidades Paquetes Kilos 
1916 2,422,347 74,797,490 1,321,457. 5,595,606 ~— 1,163,870 37,700 
1QI7 1,835,501 79,409,444 1,237,032 3,878,305 ~— 1,430,984 = 36,520 
1918 2,483,097 92,468,401 1,000,527 4,415,807 2,120,220 32,564 
1919 2,559,660 98,738,927. 1,088,420 = 3,198,748 1,571,587 20,017 
1920 1,636,968 113,015,573 1,104,842 4,598,826 2,692,862 17,603 
1921 3,044,654 133,984,620 850,323 138,881 405,590 19,651 
1922 3,959,380 148,074,514 1,037,001 78,026 64,961 12,201 
1923 4,244,076 162,633,237 647,597 220,261 57,349 5,083 
1924 3,106,642 184,274,267 ite ela eg iie GRAN eae Lt EEE 2 eae Meo ac meee eal 


The effect of the tax increase in 1921 is apparent, both on the domes- 
tic production of cigars and on the importations. Article 7 of the law 
of 1921 forbade the further importation of loose or unpacked cigarettes, 
and the subsequent consumption of foreign cigarettes that have been 
imported through the regular channels, has become negligible. Even at 
the peak, the total quantity of cigarettes reported for importation was 
but a small proportion of the domestic production. - 

On the other hand, the production of domestic cigars received a 
decided impetus from the Act of 1921. This law placed the stamp tax 
on a minimum 25 per cent basis, and increased these rates by 50 per cent 
for imported cigars. As a result, the domestic output of cigars advanced 
to a distinctly higher level, which has since been maintained, although 
the production for 1924 reveals a drop of over 1,000,000 cigars from 
the output of the year previous. 

The plausible reason that has been advanced for this sharp decline 
has been the effect on consumption of the taxes imposed in 1921. True, 
these taxes produced no such effect during the first two years of their 
operation. But the full effects of a severe tax increase are not always 
fully apparent at once. It is entirely possible, and even probable, that 
the decline in the production of domestic cigars in 1924 was, in part, 
a consequence of the higher taxes of 1921. 

Another possibility is in the unseen competition of foreign-made 
cigars which were smuggled into the country. Widespread rumors are 
current but no evidence has been presented to the Commission as to the 
extent of contraband traffic in cigars, but with the expansion of the 
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country’s coastwise and foreign commerce in recent years have appeared 
increasing opportunities of evading the loose and inadequate customs 
administration. Here again the Government has been the loser, so far 
as the revenues are concerned. 


II. Changes Recommended in Tobacco Tax 
1. Rates. The project submitted by the Commission suggests the 
following changes in the rates of tax: 

a) A moderate increase in the rates of tax on cigarettes. 

b) A new schedule of rates on cigars, somewhat above those 
established in the recent decree-law, effective October 1, but 
below the rates established by the law of 1921, the rates at 
present in effect. 

c) The elimination of the practice of discriminating against for- 
eign cigars, in the stamp tax. 

The reasons for these changes will be briefly set forth. 


a) Changes in the rates of tax on cigarettes. 
A comparison of the existing and the proposed schedules of tax 
will indicate the changes proposed: 


THE EXISTING SCHEDULE THE PROPOSED SCHEDULE 
OF TAXES OF TAXES 
Retail price Retail price 
including ax including Tax 
the tax per packet the tax per packet 
upto 20cts. 5 cts. up to . 20. cts. 5 ects: 
Zi eA O}-4ah gO Ih 21." 80>" 4-7 eu 
AI 66 70 (73 15 (a9 ot 6é 4O 6é Io 66 
7 lahat GOL aen? O ne AT 50 (Teta 
Slave OOM gn? 5 ae 51's» 60) ita 
Above P1, 5 cts. for each 61‘: « 80%) 5 20 =e 
200 cts Ot “increase min S100 ee ay ‘A 
price or fraction thereof. Above Pi to P3, add 6 


cts. for each 20 cts. 
Above P3, add 7 cts. for 
each 20 cts. 


According to the existing tax schedule, the tax on cigarettes priced 
at the figures stated amounted to 25 per cent of the retail price, with 
the exception of those priced between 40 and 70 centavos. For any goods 
priced below the maximum in any bracket, the corresponding rate of 
tax would be above 25 per cent, but as a matter of fact, the brackets 
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determine-the scale of selling prices. No goods are ever sold at less than 
the maximum price authorized in any bracket. 

The project rearranges the brackets by introducing a series of ten- 
centavo gradations from twenty to sixty centavos. The great bulk of 
the sales of cigarettes is of goods priced in these lowest brackets, the 
total sales at twenty centavos per packet representing about three-fourths 
of the total domestic production. Since no goods are ever sold at less 
than the maximum price authorized for each bracket, it would appear 
to be advantageous to the Government as well as to the trade to increase 
the number of price brackets. The rate of tax has been kept at 25 per 
cent of the retail price on all goods priced at one peso or less per packet. 
But on those priced to retail at prices between one and three pesos, the 
rate has been increased to 30 per cent with respect to such excess of 
the price above one peso. Similarly, on that part of the price above three 
pesos, the rate of tax applicable becomes 35 per cent. The Commission 
proposes these increases on the higher priced cigarettes for the follow- 
ing reasons : 


First, because the cigarette is a suitable commodity for excise taxa- 
tion. It is singled out by all countries as a form of manufactured 
tobacco that may wisely be subjected to a fairly heavy rate of tax. 


Second, because the demand for cigarettes is strong and is steadily 
expanding. There is little danger that this increase of the tax 
will appreciably affect the volume of sales. The figures given 
above, page 11, reveal the rate at which the sales of cigarettes 
have been expanding. 


Third, because the law established so great a degree of protection 
for the domestic producers that it amounts, virtually, to a 
national monopoly. Since the prohibition of the importation of 
loose or unpacked cigarettes, the quantity imported has been 
unimportant. 

All of these conditions are favorable to the imposition of a 
reasonably heavy tax on the product. 


b) Changes proposed in the schedule of cigar taxes. 
The rates established in the law of 1921 provided for a tax of 
about 25 per cent of the retail price, for the goods sold at the 
maximum price allowed under a given bracket. A recent decree- 
law, effective October 1, carries a reduction of rates that would 
make the new tax about Io per cent of the retail price. The pro- 
ject offered by the Commission establishes the rate at approxi- 
mately 15 per cent of the selling price. The reduction of the 
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tax contemplated in the new decree-law seems more drastic than 
is warranted by the particular situation, or by the position of the 
Treasury. Since this reduction was prompted by certain recipro- 
cal relations in foreign trade, it is believed that the proposed 
elimination of the discrimination in the stamp tax against 
foreign cigars will adequately cover the issues involved, with- 
out an undue sacrifice by the Government of the revenue to be 
obtained from the large production of domestic cigars. 


The elimination of the discrimination against foreign cigars. 
This change is recommended, in the first place, because the 
present practice is faulty from the standpoint of fiscal technique. 
The object, presumably, is to give protection to the domestic 
tobacco industry against the competition of older, better estab- 
lished foreign producers. But such protection should be given 
by means of the customs duty and not by means of the stamp 
tax. Once a commodity of foreign origin has been admitted to 
the country it should be treated, from the standpoint of the taxes 
placed upon it, exactly as other similar goods of domestic origin 
so treated. Whether the commodity is to be admitted, and if 
so, upon what terms, is a matter of tariff and customs policy, 
and the country should look to the laws and the administrative 
practices in these fields to determine the burdens that will be 
imposed on competing products of foreign production or 
manufacture. 

The stamp tax is, further, clearly no more effective than the cus- 
toms for the purpose of extending protection to domestic pro- 
ducers, since the imported goods must enter the country through 
the customs houses. Unless the customs service is alert and 
efficient in controlling these imports, there is no assurance that 
the additional tax will be imposed. 

Another objection to this method of securing the protection 
desired for the national tobacco industry is the expense and 
administrative complication involved in providing and applying 
the stamps to be placed on the product. 


2. A Second Change 1s the introduction of more elastic, but at the 


same time, more stringent provisions relating to the packing of 
cigars and cigarettes. 


The bill determines, in Article 3, the number of cigars and 
cigarettes that may be packed in the different boxes or contain- 
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ers, and provides a severe penalty of fine and imprisonment in 
case of violation. 

This provision is of advantage to the manufacturer and im- 
porter, since it permits of greater freedom in adapting the 
product to the needs or the wishes of the market. It is extremely 
important, however, to control rigorously the manner in which 
the goods are packed on account of the changes which are 
recommended in the method of imposing the tax. 


A third change is the abandonment of the plan of affixing the 
stamp (faja) to the individual cigar. The Commission recom- 
mends that all stamps be affixed to the boxes, packages or other 
containers before these are sold, or are removed for sale or 
consumption, from the place of manufacture in the case of 
domestic products, or from the Customs House in the case of 
imported ‘goods. The stamp is to be attached in such a way that 
it shall inevitably be mutilated in opening the package. The 
reasons for this change are the following: - 

a) The practice of affixing the stamp to each cigar is unduly ex- 
pensive to the taxpayer, and adds a considerable item of un- 
necessary expense of handling. It involves unnecessary 
expense to the government also in providing the large quan- 
tity of such stamps that this method requires. 

b) The process is injurious and detrimental to the trade, as it 
frequently breaks the wrapper and spoils the cigar. Unless 
the bands can be removed by the consumer, however, the 
flavor of a considerable portion of the cigar is marred by 
the burning paper. 

c) The present law permits the stamps to be affixed to the box 
in the case of cigars which are to be sold by the box. Since 
all stamps are to be affixed at the factory, or, in the case of 
imports, at the Customs House before the goods are sold or 
are removed for sale or consumption, greater unity of pro- 
cedure, greater simplicity of administration, and lessened 
expense are alike secured by the introduction of a uniform 
plan of placing the stamps on the boxes, packages or other 
containers, whether the goods are to be sold by the box or 
singly. This change will also cater to the consumer, who now 
feels that he has a distinct grievance against the Govern- 
ment, over and above the question of the tax, in that the 
present practice has so largely interfered with the pleasure 
of smoking. 


bas 4] 


4. A fourth change proposed is the introduction of a moderate 
annual registration tax on manufacturers, importers and dealers 
in tobacco. In view of the very close supervision which it is 
necessary to maintain at all times over the processes of manu- 
facture and sale of tobacco, a considerable expense is incurred. 
Since the Government has deliberately adopted the policy of 
protecting and encouraging the national industry, and has en- 
acted, in the law, many provisions which are distinctly favorable 
to the business interest of those engaged in the industry, it seems 
to the Commission only fair and reasonable that a special tax 
be imposed, first, as a further means of securing more efficient 
control of the industry; and, second, as a means of providing 
a part, at least, of the special expenses of supervision and regula- 
tion incurred by the Government. 


According to the latest figures, the yield of this tax would be as 


follows: 

No. ‘Tax Revenue 
Importers 59 P500 P29,500 
Manufacturers 62 300 18,600 
Wholesalers 455 300 136,500 
Dealers in leaf tobacco 70 300 21,000 
Retailers 22,189 50 1,109,450 


P1,315,050 


The number of persons engaged in the different branches of the 
industry is naturally somewhat variable, and this estimate of 
the receipts is therefore a tentative one. 


5. A fifth change has been to increase materially the penalties for 
infraction of the provisions of the law. The penalties estab- 
lished by the existing law seem to the Commission entirely too 
light to secure a proper regard for the requirements laid down 
by the law itself. 
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This BOOK may be kept out TWO WEEKS 
ONLY. and is subject to a fine of FIVE 
CENTS a day thereafter. It is DUE on the 
DAY indicated below: 


‘aici 


VHO lV" 


